PSFSS Committee 11-19-09, Ttem d(6)a
City Council 12-08-09

vor & |
SAN JOSE Memorandum

CAPITAL OF SILICON VALLEY

TO: PUBLIC SAFETY, FINANCE AND FROM: Scott P. Johnson
STRATEGIC SUPPORT COMMITTEE

SUBJECT: FY 2009-10 FIRST QUARTER DATE: November 10, 2009
INVESTMENT REPORT _

Approved laﬂ ' ‘ l[ Date i) ]lllo"\

COUNCIL DISTRICT: City-Wide

RECOMMENDATIONS -

Accept the FY 2009-10 First Quarter Investment Report.

DISCUSSION

The FY 2009-10 First Quarter Investment Report for the quarter ended September 30, 2009
was previously transmitted electronically to the City Council to meet the reporting
requirements set forth in the City of San Jose Investment Policy. The electronic version of
this report can also be found on the City’s website at www2.csjfinance.org and a hard copy
filed in the City Clerk’s Office located at 200 East Santa Clara Street.

Attached is a copy of the FY 2009-10 First Quarter Investment Report focusing on:

Quarterly Portfolio Statistics and Performance
Investment Strategy

Policy Reporting Requirements

Significant Developments

Staff from the Finance Department will be making a presentation and be available to answer questions
at the Public Safety, Finance and Strategic Support Committee meeting on November 19, 2009.

# SCOTTP. JO:

i, Director of Finance

Attachment
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SAN JOSE | Memorandum

CAPITAL OF SILICON VALLEY

TO: HONORABLE MAYOR AND- FROM: Scott P. Johnson
CITY COUNCIL
SUBJECT: INVESTMENT REPORT FOR DATE: November 10, 2009
THE QUARTER ENDED
SEPTEMBER 30, 2009

Approved M/V\/\L W Date . \ 2 ‘D"]
/

Transmitted herewith is the City’s investment report for the quarter ended September 30, 2009, To
meet the reporting requirements set forth in the City of San Jose Investment Policy, an electronic
version of this report will be posted on the City’s website at www.csjfinance.org and a hard copy
will be on file at the City Clerk’s Office located at 200 East Santa Clara Street.

This report will be distributed to the Public Safety, Finance and Strategic Support Committee
(PSFSS) for discussion during its meeting on November 19, 2009 and will be agendized through the
PSFSS Committee to a subsequent City Council meeting.

Summary of portfolio performance and compliance for quarter ended September 30, 2009:

Size of total portfolio -- $894,041,003

Earned interest yield — 2.64%

Weighted average days to maturity 259 days

Fiscal Year-to-Date net interest earnings -- $6,678,812

No sale of securities prior to maturity dates, therefore no realized gains/losses from sales
As requested by the City Council at its May 5, 2009 meeting, staff is providing monthly
updates on the status of the City’s Investment Agreements (IA) with Citigroup. The balance
of the IA as of September 30, 2009 was $342,059,927. The agreements remain
collateralized with U.S. Treasuries/Federal Agencies at 107%/108% of the outstanding
balance of the IA’s. No changes occurred to Citigroup’s long-term ratings (A3/A/A+)
during the month of September 2009.

¢ Included in this report is the City’s External Auditor, Macias Gini & O’Connell’s,
Independent Accountant’s Report as agreed upon procedure to evaluate the City’s
investment program for the fiscal year ended June 30, 2009 — No exceptions noted

If you have any questions on this investment report, please do not hesitate to call me at 535-7000.

cc: Debra Figone, City Manager
Sharon Erickson, City Auditor
Richard Doyle, City Attorney
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CITY OF & ‘
SAN JOSE Finance Department

CAPITAL OF SHICON VALLEY SCOTT P. JOHNSON, DIRECTOR

November 10, 2009

HONORABLE MAYOR and CITY COUNCIL
INVESTMENT REPORT FOR THE QUARTER ENDED SEPTEMBER 30, 2009

I am pleased to present this report of investment activity for the quarter ended-September 30,
2009 in compliance with the reporting requirements as set forth in the City of San José
Investment Policy. The information presented in the table below highlights the investment
activity for the quarter ended September 30, 2009 as well as provides a comparison to the
quarters ended June 30, 2009 and September 30, 2008.

The report presents information in the following major categories: Portfolio Statistics, Portfolio
Performance, Compliance Reporting Requirements, Investment Trading Activity, and
Investment Strategy pursuant to the Investment Policy.

_ INVESTMENT SUMMARY
For the Quarter Ended September 30, 2009 June 30, 2009 September 30, 2008
b Total Portfolio
: " Portfolio Value ¥ $894,041,003 $1,218,137,356 $1,090,734,078
Earned Interest Yield 2.64% 2.72% 3.89%
Dollar-weighted average yield
' Purchases 169% 163% 2.26%
! © Maturities 368% . 274% 2.10%
A Called Securities 3.95% 3.91% 5.45%
Weighted avg. yield at end of period 2.57% 2.52% . 3.93%
Weighted avg. days to maturity 259 259 459
Portfolio Fund 1 S
Portfolio Value ™ - £828,655,196 $1,117,284,218 $974,016,557
Eamed Interest Yield 2.80% 2.84% 4.02%
Dollar-weighted average yield
Purchases .169% 163% 2.05%
Maturities 368% ' 274% 2.10%
Calted Securities 3.95% 3.91% 5.45%
Weighted avg. yield at end of period 2.71% 2.61% 4.07%
Weighted avg. days to maturity 279 282 513

TReflects book value (principal plus any purchased interest costs) of investments,

"Total excludes bond proceeds held by trustees for the City of San José ($701,510,093) and the Redevelopment Agency
($153,105,370). '
*Total includes $64,541,045 bond proceeds held at Local Agency Investment Fund for RDA Series 2007B & 2008B.
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PORTFOLIO STATISTICS

" The City’s Investment Policy outlines the information contained in the Portfolio Statistical
section of the Quarterly Investment Report. Detailed information is found in the attachments to
the Quarterly Report (see table of contents), while summaries in graphic form are provided in
this transmittal letter.

Portfolio Composition

The graphs below provide snapshots of the City’s total investment portfolio as of September 30,
2009. The total portfolio size was $894,041,003. The first graph shows the portfolio composition
by investment type and the following two graphs show the portfolio’s cash balance by fund type.

Portfolio Composition
As of September 30, 2009
$894,041,003

Commercial Paper
$138,466,323
15%

Medium Term/Corporate
Notes
§$29,919,250
3%

1.8, Treasury Issues
$8,988,660
1%

LATF (RDA Bond Proceeds)
564,541,044
%

LATF
$80,000,000

U.8. Govt Agency Issues 9%

$572,125,726
65%



Honorable Mayor and City Council
Investment Report for The Quarter Ended September 30, 2009
Page 3 of 12

The graph below reflects the reconciliation of total balances reported by the investment
program’s investment accounting system compared to the City’s Financial Management System
(FMS).

Cash Balances by Fund Type
As of September 30, 2009
$933,360,4361

Waste Water

$228.443,283 Capital Projects

$22,099,193

Airp_ort
$132,477,782

Debt Service
$41,414,481

Spec RevFunds
$355,650,954
General Fund

$42.,736,409
$£77,793,632

Muni Water

$12,648,237
Trust & Agency Parking

$4,269,577 $15,826,888

Total Cash Balances per FMS $933,360,436
Deposit-in-Transit, Outstanding Checks 2 ($39,319.433)
Portfolio Balance Total $894,041,003

The following graph compares the monthly total balances of selected City funds as repoﬁed by
the City’s Iinancial Management System (FMS).

! Included in discussions of cash balances as of September 30, 2009 is an adjustment for a timing difference related
to the transfer of overhead from various funds to the General Fund.

2 Reflects timing differences between when deposits are made and accounting for proceeds in FMS, or when checks
are written and not yet cashed by the receiving party.
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Monthly Comparison of Balances by Fund Typel
As of September 36, 2009
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Cash balances in the General Fund have declined approximately $174 million from the June 30,
2009 balance of $217 million, to the September 30, 2009 ending balance of $43 million.
Traditionally the summer months experience a decline in the Portfolio and the General Fund
balances. This is due to debt service payments and operational expenditures during months
when no property tax is received. In addition, the retirement prefunding coincides with the
annual seasonal reduction in General Fund balances. Although revenues have declined and
expenditures have increased, causing a lowered General Fund balance, the City will not
experience a total portfolio cash flow shortfall. As stated on page 9 of this report, based on the
Finance Department’s cash flow projection as of September 30, 2009, total investment maturities
and revenues for the next six months are anticipated to be $835 million. This is sufficient to
cover the projected City expenditures in all funds during the next six months of approximately
$678 million.

Negative Cash Balances

Cash balances in the Capital Projects funds remained above zero this month. Negative balances
are caused by a time lag between when payments are made through the investment pool, and
receipt of funds for the related reimbursement for these capital costs from trustees. Finance staff

1 Included in discussions of cash balances as of September 30, 2009 is an adjustment for a timing difference related
to the transfer of overhead from various funds to the General Fund.
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has been working with departments to shorten the time lag between capital project expenditures
processed through the pooled investment portfolio by capital project managers and
reimbursement requests. '

The graph on the previous page reflects the progress during the first quarter 2009-10 (as of

September 30, 2009) of mitigating the impact to the investment pool through the reduction of the
timing and amount of outstanding reimbursement due from bond funds.

Redevelopment Agency Portion of Portfolio

As of September 30, 2009, the Redevelopment Agency portion of the total portfolio was
$77.8 million (this excludes $153,105,370 of Redevelopment bond proceeds held by the
Agency’s Trustee), which represents a decrease of $19.9 million compared to the amount
reported as of June 30, 2009. Total interest earnings from funds invested with the City Pool
during the quarter ended September 30, 2009 for the Redevelopment Agency were $249,1621
inclusive of the earnings on the LAIF accounts established for the 2007B and 2008B bond
proceeds.

PORTFOLIO PERFORMANCE

Portfolio performance is provided in more detail in the attachments to the report. The summary
information provided below includes the total portfolio income recognized for the last quarter as
compared to the prior quarter and the same quarter one year ago. Other graphs in this section
include yield and maturity trends over the last two years and comparisons of weighted average
yields on new purchases.

TOTAL PORTFOLIO INCOME RECOGNIZED
Accrual Basis

Total Portfolio September 30, 2009 June 30, 2009 September 30, 2008
Quarter-End

Total interest earnings $6,678,882 $7,948,725 $11,781,046
Realized gains (losses) from sales 0 0 . 0
Total income recognized $6,678,882 $7,948,725 $11,781,046
Fiscal Year-to-Date

Total interest carnings $6,678,882 $38,947.817 $11,781,046
Realized gains (losses) from sales 0 0 0
Total income recognized $6,678,882 $38,947,817 $11,781,046

}Interest earnings total excludes bond proceeds held by the trustee.
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Yield and Maturity Trend

The following graph illustrates the historical monthly dollar-weighted average days to maturity
of Portfolio 1 for each month for the past two years (bar graph) along with the yield trend in
Portfolio 1 (line graph). The average days to maturity has declined slightly from the quarter
ended June 30, 2009 at 282 to the quarter ended September 30, 2009 at 279.

Yield and Maturity Trends
Portfolio Fund 1
As of September 30, 2009

700 8.00
600 +
- 5.00
500 18
> - 4.00
E 9
2 400 | £
- P
g L 300 €
oy = [r1
S0 lE g
o - =
B i ]
Z .
M+ 2.00
200 +
100 | &1 il 1.00
0 - - 0.00

Sep-07 Dec-07 Mar-08 Jun-08 Sep-08 Dec-08 Mar-09 Jun-09 Sep-09

e Days to Matunity seeYigld

Benchmark Comparison

The following graph compares the earned interest yield of the City’s Portfolio Fund 1 with the

monthly average yields for the same period of the State of California Local Agency Investment

Fund (LAIF) and of the two-year U.S. Government Agency securities from September 2007

through September 2009. The City’s Total Portfolio is not used for benchmarking comparisons

since it includes various funds, which are required to be invested apart from the pool and have
their own separate cash flow needs.
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Monthly Benchmark Comparisons
As of September 36, 2009
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The two-year US Government Agency securities and the Local Agency Investment Fund (LAIF)
historically are the closest suitable benchmarks for the City’s Portfolio Fund 1. The weighted
Average Days to Maturity (ADM) for the portfolio is 279 days. The yield on LAIF and the two-
year agencies continued to decrease during the quarter ended September 30, 2009. Both
benchmarks remained below the City’s portfolio yield of 2.88%.

During the month of September 2009, LAIF’s average days-to-maturity (ADM) was 247 days
versus the City’s Portfolio Fund 1°s 279 days. Since the shorter end of the yield curve produces
lower interest rates, LAIF’s shorter average life will continue to cause their yield to decline more
rapidly. However, LAIF and their yield performance will be able to react more quickly when
short-term interest rates begin to rise. With the shift in the City’s investment strategy to invest in
securities with maturities eighteen months or less (due to cash flow needs), the portfolio will
experience a decline in ADM. This strategy will allow the City to react more quickly when
interest rates increase, as cash flows permit, resulting in more favorable yield performance.
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Unrealized Losses and Gains

As shown in the Investment Summary Table on page 1 of this report, the total portfolio size as of
September 30, 2009 was $894 million. The following table illustrates the net unrealized gains or
losses on the portfolio when comparing the portfolio’s market value to both its original cost and
amortized cost. '

UNRFALIZED GAINS & LOSSES

Cash Basis
Market Value $908,471,144 Market Value $908,471,144
Original Cost (894.041.003) Amortized Cost (895.789.352)

Net Unrealized Gain (Loss) § 14,430,141 Net Unrealized Gain (Loss) $ 12,681,792

The City’s investment practice, per the Investment Policy, is generally to hold securities to the
maturity dates, with exceptions as noted in the Policy. The net unrealized gains noted above are
“paper gains” where there is an inverse relationship between the general changes in market
interest rates to the value of investment securities. As the general market interest rates decrease,
the value of the City’s investments increase as a result of the higher interest yields that these
investments hold compared to market interest rates.

Earned Interest Yield — The total investment portfolio carned interest yield for the quarter ended
September 30, 2009 was 2.64%. The yield decreased from 2.72% from the quarter ending June
30, 2009. The Federal Open Market Committee (FOMC) had two regularly scheduled meetings
during the quarter ending September 30, 2009. The culmination of the Federal Reserves policy
meetings was to leave the Federal Funds target rate unchanged for the quarter between 0.00%
(zero percent) to 0.25%. The statement released from the September 23, 2009 FOMC meeting
suggested that “economic activity has picked up following its severe downiturn.” and that
activity in the housing sector has increased.” Furthermore, participants reiterated that

..economic conditions are likely to warrant exceptronally low levels of the federal funds rate

for an extended period.”

Performance Measurement — New Purchases verses Fed Funds Rate — The following graph
compares the total portfolio’s weighted average yield on new purchases made during each month
over the past two years to the average monthly federal funds rate for the same period. Funds on
deposit in a bank’s reserve account are referred to as federal funds, and the rate of interest paid
on overnight loans of federal funds is called the federal funds rate. ThlS is the rate at which all
money market interest rates are anchored.
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Performance Measurement — New Purchases vs. Fed Funds
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COMPLIANCE REPORTING REQUIREMENTS

As part of the reporting process as outlined in the Investment Policy, there are several compliance
reporting requirements that are to be included in the quarterly report. These requirements include a
statement of the cash management projection, statement of compliance with the policy, and
comparisons of budget investment earnings to actual investment earnings.

Cash Management Projection

Based on the Finance Department’s cash flow projection as of September 30, 2009, total
investment maturities and revenues for the next six months are anticipated to be $835 million.
This is sufficient to cover the projected City expenditures during the next six months of
approximately $678 million.

Statement of Compliance with the Policy

There were no exceptions or violations outstanding for the quarter ended September 30, 2009.
The investment portfolio during the quarter ended September 30, 2009 meets the requirements of
the City’s investment policy and the California Government Code section 53601.
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Comparison of Portfolio Investment Earnings to F'Y 2009-10 Budget

The following is a comparison of actual investment earnings on an accrual basis to the fiscal year
2009-10 budget. The City's Adopted Budget for the General Fund’s projected total investment
income earnings is $3.708 million for the current fiscal year.

Monthly budgeted earnings apportionments for the City funds are based upon historical cash
balance averages and an assumed average interest rate yield for the fiscal year. The following
schedule reflects the actual net investment earnings (unaudited) for the General Fund
participating in Investment Portfolio Fund 1 as of September 30, 2009 compared to the adopted
budget projections.

BUDGET COMPARISON
Net Investment Earnings Yield General Fund
September 2009

Budget® o 2.06% 309,000

Actual® 2.38% 57,584

Variance® 32% (251,416)
Fiscal Year to Date .

Budget™ 2.06% 927,000

Actual® 2.31% 451,838

Variance® 25% (475,162)

(&) Reflecis the FY 09/10 adopted budget as approved by the Council,

(b) Reflecis net investment yield vwhich is calculated based on the earned interest yxeld less costs to administer

: the investment program and adjustment for funds with negative cash balances at month end.

(c) Although yield was higher this period, actual income was lower due to lower than budgeted monthly average
General Fund Balance primarily attributable to the retirement prefunding on July 2, 2009 and current
economic climate.

INVESTMENT TRADING ACTIVITY

Attachment E provides a detailed summary of the Investment Activities during the quarter
including any realized gains or losses from interest received on trading activity. Since the City is
currently not involved in active trading, this reporting only occurs when a security must be sold
prior to maturity as defined in Section 4.0(B) of the Investment Policy.

INVESTMENT STRATEGY

The Federal Open Market Committee (FOMC) had two regularly scheduled meetings during the
quarter ending September 30, 2009. The culmination of the Federal Reserves policy meetings
was to leave the Federal Funds target rate unchanged for the quarter between 0.00% (zero
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percent) to 0.25%. The statement released from the September 23, 2009 FOMC meeting
suggested that “economic activity has picked up following its severe downturn.” and that
“activity in the housing sector has increased.” Furthermore, participants reiterated that
“...economic conditions are likely to warrant exceptionally low levels of the federal funds rate
Jor an extended period.”

The following chart is of the Treasury yield curve as of September 30, 2009 compared to yields
as of June 30, 2009. Interest rates declined slightly across the City’s five year investment horizon
from the previous quarter as market participants reacted to economic data indicating a slower
pace of economic recovery. However, for the quarter, the slope of the yield curve, which reflects
the difference between yields on shorter dated maturities and longer dated maturities, remained
historically steep reflecting the markets perception of eventual economic expansion.

The City’s investment strategy will continue to include a matching of maturities to cash flow by
filling liquidity needs within the next twelve to eighteen months while looking for value in these
arcas and keeping within the guidelines of the City’s investment policy. Once the City’s liquidity
needs are met the increased slope of the yield curve may start to present opportunities for
addition of higher yielding longer dated US Agency securities. The investment program
maintains its focus on its core mandate of safety, liquidity, and lastly yield.

US Treasury Yields
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3.00
2.50
2.00

1.50

Yield (%)

1.00

¢.50

0.00

1me 3Imo 6 ma 1yr 2yt 3yr Syr

Investment Horizon

! =G/ 30/2009 ot 9/30/2005

Investment Agreements with Citigroup

Treasury staff continues to carefully monitor the City’s Investment Agreements with Citigroup
for Phase 1 of the Airport Development Program. As of September 30, 2009, the aggregate
balance of the agreements was $342,059,927 and the outstanding balances of the agreements
were collateralized by U.S. Treasury securities at 107% and Federal Agency securities at 108%.
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As noted in the staff report dated April 13, 2009, the collateral is held by the City’s bond trustee
with the City designated as the beneficiary. Citigroup’s long-term ratings did not change during
the month of September 2009 and remain A3/A/A+ from Moody’s/S&P/Fitch, respectively. As
previously reported, the U.S. Treasury holds a 34% ownership stake in Citigroup as a result of
converting $25 billion of preferred shares into common shares on July 24, 2009.

Future Commitments -- As of quarter-end September 30, 2009, the City had no obligations to
buy or sell securities, no outstanding debt to security brokers, and no commitments to participate
in securities trading.

Executed Reverse Repurchase Agreements -- No reverse repurchase agreements were executed
this quarter.

Restructuring-- No restructuring transactions were executed during the quarter ended September
30, 2009.

Municipal Bonds -- No municipal bonds were purchased during the quarter ended September
30, 2009.

SIGNIFICANT DEVELOPMENTS

No significant developments to report during the quarter ended September 30, 2009.

CONCLUSION

The total investment portfolio as of September 30, 2009 was $894,041,003. This is a decrease of
approximately $324 million from June 30, 2009, which includes large summer month
expenditures such as the retirement prefunding ($140 million) and debt service payments ($74
million) coupled with the regular expenditures for payroll which are approximately $18 million
per pay period. For the quarter ended September 30, 2009, the total portfolio earned interest
yield was 2.64%, a decrease from 2.72% reported for the quarter ended June 30, 2009, reflecting
the reinvestment in a lower interest rate environment and of maturing securities purchased in
periods of higher interest rates. The weighted average days to maturity remained flat during the
quarter ended September 30, 2009 at 259 days. As of September 30, 2009, approximately 66%
of the total portfolio consisted of U.S. Treasury and Government Agency securities.

Respectfully submitted,
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Members of the Public Safety, Finance &
Strategic Support Committee and the
San José City Council

San José, California

INDEPENDENT ACCOUNTANT’S REPORT ON
APPLYING AGREED-UFON PROCEDURES

We have performed the procedures enumerated below, which were agreed to by the City of San José,
California (City), Finance Department of the City of San José (Finance Department) and the Office of the
City Auditor of the City of San José (City Auditor), solely to assist you in evaluating whether the City’s
investments within the City’s pooled portfolio are in compliance with the City’s Investment Policy,
internal controls, and department procedures as of June 30, 2609. The City’s management is responsible
for the City’s compliance with those requirements. This agreed-upon procedures engagement was
conducted in accordance with aitestation standards established by-the American Institute of Certified
Public Accountants. The sufficiency of these procedures is solely the responsibility of those parties
specified in the report. Cousequently, we make no representation regarding the sufficiency of the
procedures described below, either for the purpose for which this report has been requested or for any

other purpose.
Our procedures and findings are as follows:

1. We obtained a copy of the FY 2008-09 Fourth Quarter Investment Report (Treasurer’s Report), as of
June 30, 2009 and agreed individual investments fo supporting documentation such as custodian
staternents, bank statements, and broker confirmations obtained from the City and reconciled such to

the Treasurer’s Report.

Finding: No exceptions were noted as a result of applying our procedures.

2. We traced total investments listed on the Treasurer’s Report to the City’s general ledger.

Finding: No exceptions were noted as a result of applying our procedures.

3. We compared the investments fisted in the Treasurer’s Report as of June 30, 2009 to the types of
investments authorized for the City by the City’s Investment Policy dated June 9, 2009.

Finding: No exceptions were noted as a resuit of applying our procedures.

4. We compared the fair value of the investments listed in the Treasurer’s Réporl: as of June 30, 2009 to
supporting documentation such as custodian statements, bank statements, and broker confirmations.

_Finding: The City utilizes an external pricing source to determine the fajr value of investments held in
its porifolio. Based on our work performed, the City properly recorded the imvestments’ costs.
However, when comparing the investments’ fair values listed in the Treasurer’s Report as of June 30,
2009 to the custodians’ statements, we noted that the City’s external pricing source did not adjust two
Corporate Medium Term Notes with total a cost of $29,919,250 to its fair value of $30,827,200, a
difference of $907,950. The City subsequently recorded a fair value adjustment in the amount of
$907,950 during the City’s June 30, 2009 year-end financial statement close on Aungust 21, 2009 to

adjust this valnation change.



5.

o

10,

11.

We read the Treasurer’s Report to determine whether it contains the information/data required by the
City’s Investment Policy and whether it meets the timing requirements of the City’s Investment

Policy, as follows:

- & -The Treasurer’s-quarterly report includes the type-of-investment, issuer, date.of maturity, par.. . . .. ..

and dollar amount invested on all securities, investments and monies held by the City.

b. The Treasurer’s quart;arly report includes market value (and source) as of the date of the
report of all securities held by the City or under management of any outside party.

¢. The Treasurer’s .quarterly report states the compliance of the portfolio to the City’s
Tnvestment Policy.

d. The Treasurer’s quarterly report includes a statement addressing the ability of the City to
meet the pool’s expenditure requirements for the next six months.

Finding: No exceptions were noted as a result of applying our procedures.

We compared the investments listed in the Treasurer’s Report as of June 30, 2009 to the prohibited
investments listed in the City’s Investment Policy.

Finding: No exceptions were noted as a result of applying our procedures.

We calculated the totals (cost basis) for the investment types listed in the Treasurer’s Report as of
June 30, 2009 and compared those totals to the limitations imposed by the City’s Investment Policy

for specified investment types.
Finding: No exceptions were noted as a result of applying our procedures.

We agreed individual investment maturity dates listed in the Treasurer’s Report as of June 30, 2009 {o
the City’s investment statements to determine if they conform fo the maturity requirements of the
City’s Investment Policy.

Finding: No exceptions were noted as a result of applying our procedmeé.

We obtained and read the third party custodial agreement(s) and broker/dealer agreement(s) in effect

IRAVAL GIANGE LW W e wwaid

at the date of the Treasurer’s Report to determine if the agreements contained a clause addressing

delivery of securities and that the delivery method conformed to the City’s Investment Policy.

Finding: No exceptions were noted as a result of applying our procedures.

We recomputed and reviewed supporting documentation relevant to the repurchdse agteements and, if
applicable, the reverse repurchase agreements held by the City on June 30, 2009 to ascertain whether
the investments conform to the following requirements of the City’s Investment Policy.

Finding: Not applicable. No repurchase or reverse repurchase agreement held by the City on
June 30, 2009.

We determined through inquiry and observation whether the responsibilities for initiating, evaluating
and approving transactions are separate from detail accounting and general ledger functions.

Finding: No exceptions were noted as a result of applying our procedures.
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14.

15,

16.

17.

18,

19.

We determined through inquiry and observation whether custodial responsibility for investments is
restricted to authorized personnel and separate from personne! with accounting duties.

Finding: No exceptions were noted as a result of applying our procedures.
Wedetermmedthrough mquuy and observation whether responSIbﬂmes for detail eccounﬂng records
are separate from general ledger functions.

Finding: No excepiions were noted as a result of applying our procedures.

We determined through inquiry and document inspection whether the City maintains authorized lists
of signatures, security dealers and counter parties and those lsts are updated periodically.

Finding: No exceptions were noted as a result of applying our procedures.

We determined through inquiry and document inspection whether the City periodically counts and/or
confirms its investments.

Finding: No exceptions were noted as a result of. applymg our procedures

We determined through inquiry and document mspeetlon whether reconciliations between physical
counts and/or investment confirmations and detailed subsidiary records are prepared and reviewed by

appropriate persons.
Finding: No exceptions were noted as a result of applying our procedures.

We determined through inquiry and document inspection whether investment income is periodically
reviewed for accuracy by appropriate persons.

Finding: No exceptions were noted as a result of applying our procedures.

We determined througil inguiry and document mspection whether reconciliations between detailed
subsidiary records and general ledger control accounts are prepa.red and reviewed by appropriate

persons. _ ;
Finding: No exceptions were noted as a result of applying our procedures.

We determined through inquiry and document inspection whether an appropriate person assesses the
classification and valuation of its investments at acquisition and at the end of the quarter.

Finding: No exceptions were noted as a result of applying our procedures.



s

We were not engaged to, and did not, conduct an examination,. the ‘objective of which would be the
expression of an opinion, on whether the City’s investments within the City’s pooled portfolio are in
compliance with the City’s Investment Policy, internal controls, and department procedures as of
June 30, 2009. Accordingly, we do not express such an opinion. Had we performed additional procedures,
other matters might have come to our attention that wonld have been reported to yow.

|
_1 This report is intended solely for the information and use of the specified users listed above and is not
! intended to be and should not be used by anyone other than those specified parties.

—

Certified Public Accountants
Walnut Creek, California

Septembef 25,2009



SECTION A

PORTFOLIO STATISTICS

Section 1: All Funds Summary
Summarizes daily average investment balances for each portion of the portfolio, the daily uninvested
average in the general account, and the average total holdings per day.

Section 2: Statistics

TOTAL INTEREST RECEIVED IN THIS PERIOD: Represents the cash basis receipts
for the report period. Includes the total actual interest receipts less accrued interest purchased (if
not offset by prior coupon payment) and further modified by the gain or loss amounts incurred
through sales during the period.

TOTAL NET EARNINGS THIS PERIOD: Represents the accrued net earnings for the
period. Encompasses the net of interest accrual, premium amortization, discount accretion, and
gains/losses from sales. ‘

AVERAGE DAILY PORTFOLIO BALANCE: The sum of daily investment balances
(Cost adjusted by amortization/accretion postings) during the actual period, including weekends
and holidays, divided by the number of days in the reporting period.

EARNED INTEREST YIELD THIS PERIOD: The total net accrued earnings this
period, divided by the number of days within the report period, then multiplied by 365 days, and
divided by the average daily investment balance.

END OF PERIOD PORTFOLIO BALANCE: The sum of all investment balances
(adjusted cost basis) which are active at the end of the report.

WEIGHTED AVERAGE YIELD AT END OF PERIOD: The sum of all end of period
investment balances, cach multiplied by its ending sub-period yicld, then divided by the sum of
the end of period investment balances (current book value or adjusted costs basis).

WEIGHTED AVERAGE DAYS TO MATURITY: The sum of all investment cost
balances for securities active at the end of the report period, each multiplied by the days to
maturity, then divided by total investment costs.

WEIGHTED AVERAGE DAYS TO CALL: The sum of all investment cost balances for
securities active at the end of the report period, each multiplied by the days to the call date or if
no call date, to the maturity date, then divided by total investment cost.

Section 3:  Reconciliation to previous month’s investment balances.

S/Treasury/investment Reports/Manthly Reports/Section Titles ‘
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CITY OF SAN JOSE, CALIFORNIA
CASH MANAGEMENT PROGRAM REPORT TO THE CITY COUNCIL
FOR THE PERIOD 07/01/09 TERGUSH 09/30/09

ON A DATLY AVERAGE BASIS FOR THIS PERIOD, THE TEMPGRARILY IDLE CASH BALANCES OF ALL OF THE
FUNDS OF THE CITY OF SAN JOSE WERE PLACED AS FOLLOWS:

ALL FUNDS SUMMARY

INVESTMENT TYPE
BANKERE ACCEPTANCES
FEDERAL AGENCY SECURITIES
CERTIFICATES OF DEPOSIT
U.S. TREASURY BILLS, BONDS AND NHOTES
REPURCHASE AGREEMENTS
GTATE PGCL,PASSBOCK & MONEY MKT ACCTS
COMMERCTAL PAPER
NEGOTIABLE Ch'S
MEDIUM TERM CORPORATE NOTES

INVESTMENTS SUB-TOTAL
ACTIVE BANK BALANCES

TEMPORARILY IDLE CASH TCTAL

INVESTMENT EARNINGS AND RECEIPTS

ACCRUED INTEREST

- -- INTEREST
DATLY AVERAGE PERCENT  AMOUNT RECEIVED
.00 .00 .00 .00
689,556,098.8% 3,42 5,944,212.09 7,124,493.75
.00 .00 .00 .00
8,088,660,60 .28 5,440.00 .00
.00 .00 .00 .00
161,406,865,86 .50 365,219.03 365,219,06
110,442,938,55 .50 138,844.80 281,320,76
1,739,130.43 1,42 6,222.22 66,888.89
29,019,250.00 2.89  217,8%3.,70 .00
1,002,062,943.74 2.64 6,678,811.84 7,837,922, 46

4,112,622.46

6,679,811.84

7,837,922 .46

THE PAGES WHICH FOLLOW PROVIDE INFORMATION IN GREATER DETAIL UPON WHICH THE ALL FUNDS SUMMARY,
ABOVE, HAS BEEN DEVELOPED. THIS REPORT PROVIDES A DETAILED LISTING OF INVESTMENTS BY INVESTMENT
TYPE, AS WELL AS THE AMOUNTS EARNED AND/OR RECEIVED FROM EACH INVESTMENT,
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SECTION B

EARNED INTEREST SUMMARY

The Earned Interest Summary summarizes portfolio investment activity, cash interest receipts, and accrual-
based earnings for all investments active during any part of the report period. Types of investments are
described as follows:

TIME DEPOSITS: A deposit with a California bank or savings and loan association for
a specific amount and with a specific maturity date and interest rate. Deposits of up to $100,000
are insured by FDIC or FSLIC. Deposits over $100,000 are collateralized above the insurance
with either government securities (at 110% of par value), first trust deeds (at 150% of par value),
or letters of credit (at 135% of par value).

GOVERNMENT SECURITIES: An issue of the U.S. Treasury. May include U.S.T.
Bills (up to 1 year maturity), U.S.T. Notes (maturity of up to 10 years), and U.S.T. Bonds
{maturity of longer than 10 years from date of issue). “Stripped Coupons” are coupons that have
been physically separated from the original bond before being sold. The purchaser of the
coupons in effect is buying the interest that will be paid on the underlying bond on a certain date.

FEDERAL AGENCIES: Any issue of various Federal Agencies, such as Federal
National Mortgage Association, Federal Home Loan Bank, Federal Home Loan Mortgage
Corporation, Federal Farm Credit Banks, Government National Mortgage Association, and
Student Loan Marketing Association.

MEDIUM-TERM NOTES (MTNs): Continuously offered notes, having any or all of the
features of corporate bonds and ranging in maturity from nine months out to 30 years. The
difference between corporate bonds and MTNSs is that corporate bonds are underwritten.

REPURCHASE AGREEMENTS: A holder of securities {e.g. a “dealer™) sells the
securities to an investor {(e.g. the City) with an agreement to repurchase the securities at a fixed
priced on a fixed date.

REVERSE REPURCHASE AGREEMENTS: A dealer buys securities from a client
(e.g. the City) with an agreement to sell them back to the client ai a fixed price on a fixed date.

MONEY MARKET INSTRUMENTS: Negotiable Certificates of Deposit, Commercial
Paper and Banker’s Acceptances. Negotiable Certificates of Deposit are large denomination
certificates of deposit with a fixed maturity date which can be sold in the money market. They
are not collateralized. Commercial Paper is an unsecured promissory note issued by a
corporation. It has a-fixed maturity (may not be more than 270 days) and is usually sold in
discount form. Banker’s Acceptances are drafts or bills of exchange accepted by a bank or trust
company evidencing a loan created by the accepting bank. The accepting institution guarantees
payment of the bill. '

LOCAL AGENCY INVESTMENT FUND: An investment pool managed by the State
Treasurer in which local governments and agencies in California may participate.

The subtotal line for each category includes the weighted average days to maturity for that category and also
what percentage of the total portfolio the individual investment category represents.
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PAGE C-1

CITY OF SAN JOSE: TIME DEPOSIT BANK DISTRIBUTION
AS OF SEPTEMBER 30, 2009

There were no time deposits outstanding as of September 30, 2009.



SECTION D
- MARKET VALUE OF PORTFOLIO
The Government Securities Inventory at Market Value is an inventory of each government

security investment outstanding as of a certain date, along with its current market value and
accrued interest. :



SAN JOSE

CAPITAL OF SILICON VALLEY
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SECTION E

DETAIL OF INVESTMENT ACTIVITY

This report summarizes investment activity during the report period by type of activity rather
than by type of security. The report shows all interest received during the report period, and all
maturities, purchases and sales. The report also shows all “paydowns” on securities on which
principal is amortized rather than due at maturity (¢.g. Federal Home Loan Mortgage
Corporation securities).

The last part of the report shows the number of transactions placed with each dealer and includes
the total dollar amount of transactions per dealer.
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